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PRESIDENT  R.  E.  BERGER:  Gentlemen,  we  have  with 
us,  by  invitation,  today  a  very  distinguished  visitor,  and  I 
understand  that  he  is  here  at  some  personal  sacrifice,  both  as 
to  time  and  convenience.  For  that  reason,  it  is  my  intention 
to  ask  your  unanimous  consent  to  turn  aside  from  the  regular 
order  of  business  for  a  short  time.  Last  year  at  our  Conven- 
tion in  St.  Louis  we  had  hoped  to  have  with  us  the  Director  of 
the  Division  of  Accounting  of  the  United  States  Railroad 
Administration.  We  were  disappointed  in  that  hope  because 
matters  of  pressing  importance  prevented  him  from  attending 
that  meeting.  He  however  wrote  us  a  letter  which  was  read 
at  the  meeting,  and  those  of  you  who  were  there  will  re- 
member that  the  letter  went  a  long  way  toward  clearing  up 
the  doubts  and  the  uncertainties  then  existing  among  account- 
ing officers.  In  substance  that  letter  made  it  plain  that  ac- 
counting officers  who  were  faithfully  and  efficiently  discharging 
their  duties  need  have  no  fears  as  to  their  status  under  the 
Railroad  Administration.  How  well  that  promise  has  been 
carried  out  has  now  become  a  matter  of  history.  The  demo- 
cratic side  of  the  gentleman  was  revealed  in  this  letter  when 
he  definitely  established  what  may  be  termed  the  "open  door 
policy"  to  his  office  in  Washington,  for  in  his  letter  he  ex- 
tended a  most  cordial  invitation  to  all  accounting  officers  to 
feel  free  to  visit  him  in  his  office  at  any  time  they  found 
themselves  in  Washington,  either  on  business  or  otherwise. 
Today  I  am  happy  to  say  we  are  more  fortunate  and  I  am 
afforded  the  great  pleasure  and  have  the  honor  to  present 
Judge  Charles  A.  Prouty,  who,  as  Director  of  Accounting  of 
the  United  States  Railroad  Administration,  stands  at  the  head 
of  accounting  affairs  in  this  country.  Judge  Prouty  has  inti- 
mated that  what  he  has  to  say  here  today  should  not  be  con- 
sidered in  the  nature  of  a  formal  address,  but  I  feel  sure  that 
what  he  does  say  will  be  of  absorbing  interest  to  every  mem- 
ber in  this  Association. 

JUDGE  CHARLES  A.  PROUTY:  Mr.  President  and 
Gentlemen  of  the  Association :  Having  got  through  with  the 
really  essential  part  of  the  meeting,  in  that  we  have  had  our 
picture  taken,  you  come  now  to  one  of  the  non-essentials. 
As  your  President  has  said,  it  was  my  hope  to  be  with  you  at 
St.  Louis  a  year  ago,  but  various  business  engagements  pre- 
vented or  seemed  to  prevent  at  that  time.    Several  months  ago 
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I  wrote  to  your  President  that  I  would  try  to  be  here  this  year. 
Well,  the  same  sort  of  business  engagements  seemed  to  pre- 
vent again ;  but  when  the  President  said  that  these  railroads 
were  going  back  on  the  first  of  January  and  when  I  therefore 
realized  that  this  was  my  last  chance,  I  felt  that  I  must  look 
for  once  into  the  faces  of  the  accountants  with  whom  I  had 
been  so  pleasantly  associated  for  a  year  and  a  half.  If  I  had 
realized,  however,  that  there  would  be  any  such  meeting  as 
this,  I  should  have  coupled  that  acceptance  of  your  President's 
invitation  with  the  condition  that  I  was  not  to  be  asked  to  sit  on 
the  platform  or  to  say  anything.  As  he  has  indicated  to  you, 
I  have  no  address  to  make  and  any  observations  of  mine  will 
be  short  and  informal. 

It  has  been  my  good  fortune  to  be  associated  in  one  way  and 
another  with  the  railroads  of  this  country  throughout  my  whole 
life.  I  am  by  profession  a  lawyer.  The  first  lawsuit  I  ever 
brought  happened  to  be  against  a  railroad  company.  It  was 
not  a  great  while  before  I  came  to  be  employed  by  railroad 
companies.  (Laughter.)  For  some  ten  or  twelve  years  be- 
fore I  became  an  Interstate  Commerce  Commissioner,  I  was 
almost  exclusively  a  railroad  lawyer.  When  I  became  a  mem- 
ber of  the  Commission,  and  that  was  almost  a  quarter  of  a 
century  ago,  things  were  not  as  they  are  now.  Railroad  men 
with  whom  I  came  into  immediate  contact  at  that  time  belonged 
almost  entirely  to  the  traffic  department.  I  came  to  know  very 
intimately  a  great  many  of  your  leading  traffic  men  and  I  knew 
all  the  principal  traffic  men  more  or  less.  It  is  a  matter  of  his- 
tory that  the  Standard  Oil  Company  in  its  early  days  received 
very  considerable  rebates  from  the  railroads  of  this  country, 
and  it  turned  out  at  one  time  that  the  railroads  were  paying 
these  rebates  not  only  on  the  shipments  of  the  Standard  Oil 
Company  but  on  the  shipments  of  its  competitors  as  well. 
When  that  came  out,  a  committee  of  the  New  York  Legisla- 
ture called  Commodore  Vanderbilt,  that  sturdy  old  gentleman 
after  whom  this  hotel  is  named,  before  them  and  asked  him, 
"Commodore,  how  does  it  happen  that  you  are  paying  a  rebate 
not  only  on  the  shipments  of  the  Standard  Oil  but  on  the  ship- 
ments of  its  competitors?"  "Well,  gentlemen,"  the  Commo- 
dore replied,  scratching  his  head  thoughtfully,  "about  all  I  can 

say  is  that  they  are  d  d  bright  fellows."  (Laughter.) 

Now,  I  think  I  must  say  of  the  traffic  men  whom  I  knew  in 
those  days  that  they  are  very  bright  fellows.  Their  business 
was  to  get  traffic  and  they  got  it,  some  of  you  know  how. 

As  time  went  on,  things  changed.    In  the  early  days  the  rela- 
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tive  rate  was  the  important  thing.  The  Commission  finally 
came  to  have  power  over  the  absolute  rate  and  the  absolute 
rate  became  the  important  thing.  That  meant  that  a  different 
class  of  railroad  men  came  before  the  Commission.  We  saw 
not  so  much  the  traffic  men  as  the  financial  and  the  chief  execu- 
tives. When  I  ceased  to  be  a  Commissioner  it  was  my  privi- 
lege to  know  the  chief  executive  of  every  railroad  system  of 
any  considerable  size  in  the  United  States  and  I  can  assure 
you,  gentlemen,  that  an  acquaintance  with  those  gentlemen  was 
a  liberal  education.  I  had  always  had  a  theory  that  when  a 
man  got  to  be  sixty  years  old  he  was  old  enough  to  quit.  I 
did  resign  as  Interstate  Commerce  Commissioner,  but  it  so 
happened  that  just  before  the  Valuation  Act  had  been  passed, 
I  had  always  advocated  that  valuation.  I  had  some  pretty 
clear  notions  of  what  ought  to  be  done  with  it  and  I  suggested 
to  the  Commission  that  I  would  be  glad  to  assume  charge  of 
the  work  if  they  saw  fit.  It  was  my  notion  and  I  guess  it  was 
theirs  that  the  Director  of  Valuation  would  have  little  to  do 
except  to  sit  in  his  office  and  write  a  letter  occasionally.  Well, 
I  became  Director  of  Valuation  and  I  immediately  came  into 
contact  with  an  entirely  new  class  of  railroad  men,  viz.,  the 
engineers.  I  had  known  nothing  about  railroad  engineering 
and  nothing  about  railroad  engineers,  but  in  a  very  little  time 
I  came  to  know  all  the  leading  railroad  engineers  of  this  coun- 
try. Now,  I  said  to  them,  and  I  may  perhaps  repeat  to  you 
here,  that  I  found  the  engineers  somewhat  different  from  the 
chief  executives  and  the  traffic  men.  On  the  whole  they  im- 
pressed me  as  being  a  little  less  acute  but  a  little  more  honest. 

Well,  presently  the  war  come  on  and  the  government  took 
over  these  railroads  and  I  was  asked  to  serve  on  the  staff  of 
the  Director  General.  I  am  not  an  accountant  and  there  was 
no  reason  why  I  should  be  placed  in  charge  of  accounts  unless 
it  was  that  I  could  do  less  harm  there  than  anywhere  else ;  I 
was  named  Director  of  Accounting  and  as  a  result  became 
acquainted  with  the  railroad  accountants.  And  gentlemen, 
permit  me  to  say  that  the  accountants  combine  the  good  quali- 
ties of  both  the  two  classes  to  which  I  have  referred ;  they 
have  all  the  acuteness  of  the  traffic  men  and  all  the  honesty  of 
the  engineers.  (Applause.) 

We  are  here,  gentleman — or  rather  I  am — because  the  gov- 
ernment has  taken  over  the  operation  of  these  railroads.  Ever 
since  I  came  to  study  the  railroad  problem  this  matter  of  gov- 
ernment ownership  and  operation  has  been  debated.  While  I 
have  never  been  an  advocate  of  government  ownership  or  of 
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government  operation,  I  have  always  said  that  sooner  or  later 
the  people  of  this  country  were  bound  to  try  that  experiment. 
There  are  certain  difficulties  in  the  way  of  private  operation 
which  can  be  cured  only  by  a  unified  government  operation. 
Now,  I  am  not  saying  to  you  that  the  remedy  is  not  worse  than 
the  disease,  but  I  am  saying  that  there  is  a  disease  and  that 
there  is  a  remedy  and  that  sooner  or  later  the  public  is  pretty 
certain  to  insist  upon  trying  that  remedy.  A  great  many  peo- 
ple tell  you  and  perhaps  the  majority  of  our  people  believe  that 
this  experiment  has  been  tried  and  has  failed.  In  talking  with 
a  very  fair-minded  and  very  intelligent  State  Commissioner  the 
other  day,  he  said  to  me,  "This  question  of  government  owner- 
ship will  not  be  again  debated  before  the  American  people  for 
twenty-five  years  to  come."  I  do  not  agree  with  that.  I  do 
not  think  the  experiment  has  been  tried.  What  has  happened 
under  war  conditions  and  what  has  happened  under  condi- 
tions since  then  is  not  a  fair  trial  of  that  experiment.  Said 
some  representative  in  Congress  the  other  day,  "Whereas  in 
the  past  I  have  been  in  favor  of  government  ownership  I  am 
now  utterly  opposed  to  it,"  and  the  reason  for  his  opposition 
was  as  stated  by  the  press,  because  he  had  undertaken  to  come 
up  to  Washington  and  the  railroad  had  gotten  him  there  two 
hours  late.  I  believe  that  is  the  general  reason  why  people 
are  opposed  to  government  ownership.  The  trains  have  been 
late  or  their  freight  has  been  improperly  handled  and  it  is  all 
attributed  to  government  operation.  I  think  it  was  in  1907 
that  I  made  a  trip  about  two  weeks  long  west  of  the  Mississippi 
River.  I  was  traveling  most  of  that  time,  and  I  was  on  no 
train  which  was  not  more  than  one  hour  late  except  the  Santa 
Fe  train  which  finally  took  me  into  Chicago.  They  were  tell- 
ing the  story  at  one  of  our  hearings  of  some  engineer  who 
drew  into  one  of  those  little  stations  and  a  by-stander  said  to 
him,  "Well,  Bill,  I  am  glad  to  see  you  have  gotten  here  for 
once  on  time."  "No,"  Bill  said,  "We  are  not  on  time;  we  are 
iust  twenty-four  hours  late."  Now,  that  condition,  gentlemen, 
did  not  show  that  private  operation  could  not  run  trains  on 
time ;  it  simply  showed  that  there  was  a  condition  in  the 
country  at  that  time  which  interfered  and  the  fact  that  gov- 
ernment operation  has  not  given  satisfaction  to  the  public  does 
not  show  that  government  operation  cannot  give  satisfaction. 
These  railroads  were  taken  over,  my  friends,  not  as  an  experi- 
ment in  government  ownership  or  government  operation. 
They  were  taken  over  as  a  war  measure.  They  were  taken 
over  because  we  were  involved  in  a  deadly  conflict  with  a  great 


and  dominant  power.  They  were  taken  over  because  the  very 
question  of  world  liberty  hung  in  the  balance.  They  were 
taken  over  because  we  could  not  perform  our  part  in  that  con- 
flict unless  we  had  from  the  railroads  of  this  country  certain 
transportation.  We  must  transport  supplies  from  the  west  to 
the  seaboard.  We  must  transport  troops  from  place  to  place. 
We  must  transport  the  raw  materials  out  of  which  the  muni- 
tions of  war  were  to  be  constructed  and  we  must  transport 
those  munitions  themselves  when  they  had  been  constructed. 
That  was  why  these  railroads  were  taken  over  and  everything 
for  the  first  year  of  government  operation  had  to  give  way  to 
that.  There  was  no  serious  attempt,  I  might  almost  say.  to 
convenience  the  public.  The  major  effort  was  to  perform 
those  functions  of  transportation  which  must  be  performed  to 
win  the  war.  At  the  present  time  the  railroad  service  of  this 
country  is  fairly  satisfactory.  Trains  are  pretty  well  on  time  ; 
better  up  in  New  England  where  I  know  about  it  than  they 
have  ever  been  before ;  freight  service  is  fairly  good. 

Today  the  chief  complaint  of  the  public  is  that  rates  are  too 
high  and  for  that  the  excessive  cost  of  government  operation 
is  blamed.  It  is  freely  said  and  generally  believed  that  when 
once  the  touch  of  the  private  owner  has  revived  the  efficiency 
of  labor  the  cost  of  operation  will  decrease  thereby  permitting 
a  corresponding  decrease  in  rates. 

Without  attempting  to  express  any  opinion  upon  the  com- 
parative efficiency  of  government  and  private  operation,  I  do 
say  that  the  anticipations  above  expressed  are  not  likely  to  be 
realized.  There  must  certainly  be  some  connection  between 
cost  of  rendering  this  transportation  service  and  the  price 
which  should  be  fairly  paid  for  that  service.  Within  the  last 
four  years  the  cost  of  railroad  labor  has  probably  increased  at 
least  66^3%  ;  if  reference  be  had  not  only  to  the  rate  of  wages 
but  also  to  working  conditions,  the  advance  is  more  than  that. 
The  cost  of  materials  which  enter  into  the  construction  and 
operation  of  a  railroad  has  advanced  upon  the  average  even 
more  than  the  cost  of  labor.  In  the  meantime  rates  have  been 
increased  by  about  30%.  The  rate  has  been  advanced  only 
about  one-half  in  proportion  to  the  cost  of  rendering  the 
service. 

To  say  that  the  rate  has  advanced  so  many  cents  per  hun- 
dred pounds  may  not  be  of  much  significance.  The  real  ques- 
tion is  how  does  the  advance  in  the  rate  correspond  with  ad- 
vances in  other  costs,  for  example,  in  the  cost  of  the  articles 
tiansported?    If  you  were  to  take  any  one  of  those  articles 
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which  enter  into  the  cost  of  living,  as  a  barrel  of  flour  or  a 
pair  of  shoes,  and  separate  the  different  elements  which  enter 
into  the  cost  of  that  article,  it  is  my  impression  that  it  would 
he  found  that  the  increase  in  the  cost  of  the  element  of  trans- 
portation was  less  than  that  of  any  other. 

It  is  not  certain  that  rates  when  fairly  considered  are  high ; 
it  may  turn  out  that  they  are  low.  It  is  my  impression  that 
instead  of  declining  upon  the  return  of  these  properties  to 
private  operation  they  must  be  still  further  sharply  advanced, 
in  some  sections  of  the  country  at  least.  There  was  for  the 
ten  years  preceding  the  outbreak  of  the  war  a  gradual  increase 
in  the  cost  of  railway  operation  which  resulted  in  some  increase 
in  the  general  level  of  transportation  charges.  There  ought  to 
be  in  the  ten  years  following  the  war  a  gradual  decrease  in 
these  same  charges  which  when  once  rates  are  brought  to  a 
proper  level  ought  to  produce  a  decline  in  those  rates,  but  I 
doubt  if  such  is  the  immediate  result  of  a  return  to  the  private 
owner. 

However,  I  am  not  considering  here  today  any  question  of 
rates  nor  of  revenues.  I  am  simply  predicting  that  when  what 
has  happened  is  calmly  and  candidly  examined  it  will  be  un- 
derstood that  the  experiment  of  government  ownership  has 
not  been  tried  and  that  the  whole  question  will  again  become  a 
debatable  one.  If  that  is  true  the  happenings  of  the  last  two 
years  will  be  carefully  scrutinized  for  arguments  pro  and  con. 
The  vital  question  is  whether  the  government  can  perform  this 
service  as  cheaply  as  the  private  corporation.  It  will  be  asked, 
for  example,  how  the  cost  of  accounting  under  government 
operation  compared  with  that  under  private  operation.  It  is  to 
this  matter  to  which  I  desire  to  particularly  direct  your  at- 
tention. 

There  is  no  item  of  railroad  expense  which  ought  to  be  more 
reduced  by  government  ownership  and  operation  than  that  of 
accounting.  I  need  not  explain  this  to  you,  gentlemen.  The 
government  has  taken  over  one  hundred  and  sixty-five  Class 
One  roads.  It  has  taken  over  three  hundred  and  thirty-five 
Class  Two,  Class  Three  and  terminal ;  that  is  to  say,  five 
hundred  independent  properties  in  all.  There  are  five  hundred 
companies  which  under  private  ownership  must  keep  their 
accounts  each  separate  from  the  other.  Most  of  the  traffic  of 
this  country  moves  on  a  joint  rate  and  the  distribution  of  that 
rate  between  the  different  carriers  engaged  in  performing  the 
service  makes  for  the  accountant  a  task  of  great  volume  and 
expense.     The    freight   equipment   of   our   railroads  while 
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owned  by  individual  companies  passes  as  a  rule  interchange- 
ably over  different  railroads  and  to  some  extent  the  same  is 
true  of  passenger  equipment.  This  renders  it  necessary  to 
know  the  location  of  every  car  each  day  and  to  state  the 
account  for  the  use  of  that  car  and  all  this  involves  the  work 
of  many  accountants.  There  are  repairs  to  freight  and  pas- 
senger equipment,  the  operation  of  joint  terminals,  the  joint 
facility,  and  many  other  accounts  better  known  to  you  than 
to  me,  all  of  which  grow  out  of  this  independent  ownership  of 
those  properties  which  are  really  used  in  performing  a  com- 
mon service. 

Now,  if  the  government  owned  all  these  five  hundred  prop- 
erties and  operated  them  as  a  single  unit  all  these  items  of 
accounting  expense  would  for  the  most  part  disappear.  Mak- 
ing all  possible  allowance  for  the  inefficiency  of  government 
labor  there  must  be  an  enormous  saving  of  accounting  energy- 
arid  outlay.  In  point  of  fact  the  government  has  operated 
these  properties  under  a  unified  plan  of  operation  and  yet  it 
is  quite  probable  that  the  total  accounting  expense  under  gov- 
ernment operation  has  equalled  and  perhaps  exceeds  that 
under  private  operation.  That  to  which  I  especially  desire 
to  call  your  attention  is  the  reason  for  this.  How  does  that 
happen  ? 

Well,  in  the  first  place,  gentlemen,  and  this  is  the  main 
reason,  while  we  have  taken  over  these  five  hundred  different 
properties  and  while  we  operate  these  properties  under  a 
unified  control  we  maintain  in  all  cases  the  accounting  identity 
of  the  property.  I  will  not  attempt  to  point  out  the  reasons 
for  this.  Suffice  it  to  say  that  the  whole  matter  was  very 
carefully  considered  and  that  this  seemed  on  the  whole  best. 
We  have  introduced  certain  methods  which  may  be  termed 
short-cut  methods  in  the  distribution  of  revenues,  in  the  repair 
of  our  equipment,  in  joint  facilities,  in  this  thing,  that  thing, 
and  the  other  thing,  and  these  short-cuts  ought  to  reduce  the 
cost  of  accounting  and  would  reduce  it,  do  reduce  it.  but  what 
reduction  they  make  is  more  than  off-set  by  certain  other 
things  which  have  to  be  done,  among  which  are  the  following : 

The  government  hires  these  railroads,  it  agrees  to  pa}'  for 
the  use  of  them  a  certain  sum.  It  agrees  to  return  the  roads 
at  the  end  of  the  term  in  the  same  condition  and  in  the  same 
state  of  equipment  in  which  they  were  received.  That  renders 
it  necessary  to  know  what  property  was  taken,  what  property 
is  returned,  what  the  condition  of  that  property  was  at  the 
beginning  and  the  end  of  the  term,  what  has  been  expended 
upon  that  property. 
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The  standard  contract  under  which  the  Director  Genera! 
holds  these  properties,  which  has  been  or  will  be  executed  by 
the  most  of  the  corporations,  contains  a  proviso  that  the  cove- 
nant to  return  may  be  satisfied  by  the  expenditure  during  any 
year  of  as  much  as  was  expended  upon  the  average  during  the 
test  period  after  a  proper  allowance  has  been  made  for  changes 
in  the  cost  of  labor  and  of  materials.  That  renders  it  neces- 
sary to  know  how  the  expenditures  for  the  period  of  govern- 
ment control  compare  with  those  for  the  test  period  and  to 
equate  the  prices  of  labor  and  materials,  and  inasmuch  as  the 
cost  of  certain  classes  of  labor  has  advanced  more  than  that 
of  others,  inasmuch  as  the  costs  of  certain  kinds  of  materials 
have  increased  more  than  others,  it  all  becomes  a  very  difficult 
and  a  very  complicated  problem  involving  an  immense  amount 
of  accounting  work. 

That  is  the  first  item  of  additional  accounting  expense,  and 
it  is  due  not  to  the  inefficiency  of  government  operation  but 
to  the  peculiar  form  which  this  particular  operation  by  the 
government  takes.    Here  is  the  second  item : 

The  Director  General  has  the  revenues  and  pays  the  ex- 
penses. His  accounts  are  kept  in  exactly  the  same  way  as 
were  the  accounts  of  the  carriers  under  the  rules  of  the  Inter- 
state Commerce  Commission.  It  is,  however,  necessary  to 
make  a  cut-off  at  the  beginning  of  federal  operation  and  an- 
other at  the  end  and  to  introduce  certain  accounts  for  the 
purpose  of  stating  the  relation  between  the  Director  General 
and  the  corporation. 

It  seemed  to  me  when  I  examined  the  proposition  that  this 
ought  to  be  a  very  simple  matter  indeed  and  my  accountants 
were  rather  inclined  to  agree  with  me.  They  got  up  a  set  of 
instructions  which  looked  perfectly  plain  and  which  I  thought 
would  be  readily  understood  and  applied.  Well,  we  sent  those 
instructions  out  and  no  sooner  had  we  done  this  than  we  began 
to  receive  inquiries  and  speedily  reached  a  conclusion  that  what 
seemed  to  be  a  very  simple  thing  was  really  a  very  difficult  and 
complex  one. 

As  a  boy  I  was  very  much  impressed  with  certain  experi- 
ments made  by  the  great  naturalist,  Professor  Huxley.  He 
removed  the  brain  of  a  frog,  put  the  frog  on  his  hand  and 
found  it  would  still  cling  to  his  hand  when  he  turned  it  over. 
He  found  that  this  frog  without  a  brain  could  still  eat.  Now. 
I  am  not  comparing  the  accountants  of  this  country  to  frogs, 
but  am  simply  emphasizing  the  fact  that  there  are  certain  nerve 
centers  governing  not  only  the  operations  of  life,  but  even  of 
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thought,  which  are,  so  to  speak,  automatic.  If  not  creatures  of 
instinct,  we  are  certainly  to  a  very  high  degree  even  in  our 
mental  processes,  creatures  of  habit.  Our  accountants  found 
it  difficult  to  fully  apprehend  and  apply  this  new  system.  We 
endeavored  to  overcome  the  difficulty  by  calling  the  accountants 
together  and  giving  them  instructions  upon  various  points. 
We  issued  bulletins  and  solicited  inquiries  which  were  an- 
swered ;  but  after  all  this  it  was  finally  found  necessary  to 
organize  a  large  force  of  accountants  whose  sole  work  is  to 
police  and  examine  these  accounts.  My  assistant,  Mr.  Brown, 
reported  to  me  that  on  the  12th  day  of  May,  he  had  completed 
the  examinaition  of  the  accounts  of  twenty-three  corporations 
involving  4,200  miles  of  railroad  and  that  the  errors  discov- 
ered— there  were  a  great  many  errors  both  ways — but  the  net 
result  of  the  errors  discovered  was  a  balance  against  the 
Director  General  of  $4,800,000.  You  see,  gentlemen,  that  this 
work  simply  has  to  be  done.  You  will  also  realize  that  the 
task  requires  a  large  number  of  extremely  high  grade  account- 
ants.   That  is  the  second  item  of  unusual  expense. 

Well,  now,  here  is  the  third  item :  As  I  said  to  you,  every 
railroad  is  operated  as  an  independent  company.  It  has  its 
own  revenue.  It  pays  its  own  bills,  if  it  earns  money  enough 
to  pay  them  with.  I  thought  at  the  outset  that  if  we  simply 
had  a  statement  from  the  different  railroads  showing  how  they 
individually  stood  we  should  be  able  by  compiling  those  state- 
ments to  ascertain  what  the  Director  General  needed  to  know. 
Mr.  Brown  felt,  however,  from  the  first  that  while  this  might 
be  information,  it  was  not  bookkeeping.  The  accounting  as- 
sistant of  the  Director  General  seemed  to  entertain  the  same 
view,  and  they  finally  overruled  me,  so  that  I  consented  to  put 
into  force  at  Washington  an  independent  system  of  accounts, 
transferring  to  a'  certain  extent  your  accounts  upon  the  several 
railroads  to  our  books  at  Washington  so  that  we  know  now 
or  shall  hereafter  know  at  the  end  of  every  month  just  exactly 
how  the  Railroad  Administration  stands. 

This  is  another  thing  due  to  the  method  under  which  gov- 
ernment operation  is  proceeding  and  not  to  any  infirmity  of 
that  operation  itself.  What  the  additional  cost  of  this  item  is 
I  cannot  today  tell  you  exactly,  but  it  certainly  must  be  a  very 
substantial  amount. 

To  my  mind,  however,  all  these  things  to  which  I  have  re- 
ferred are  insignificant  in  comparison  with  the  general  effect 
which  has  been  produced  upon  your  accounting  work  by  the 
injection  of  the  Central  Administration  into  the  railroad  oper- 
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ations  of  this  country  as  a  temporary  expedient.  This  railroad 
administration  was  a  new  and  untried  experiment.  Nobody 
knew  exactly  what  it  ought  to  do,  just  what  its  functions  were, 
but  everybody  did  conceive  that  he  wanted  some  sort  of  infor- 
mation. Hardly  a  staff  meeting  passed  in  the  first  six  months 
which  did  not  authorize  one  or  more  questionnaires.  It  was 
the  age  of  the  questionnaire.  These  questionnaires  were  upon 
all  sorts  of  subjects  calling  for  all  sorts  of  information,  some 
simple  and  easily  answered,  others  complex  and  involving 
much  work.  You  gentlemen  know  better  than  I  what  the  effect 
of  all  this  was  and  still  is.  You  have  been  at  the  center  of 
things  while  I  have  only  listened  to  the  mutterings  upon  the 
outskirts,  but  I  am  impressed  that  not  only  has  your  routine 
work  been  interrupted  and  confused  but  there  has  been  cast 
upon  you  an  enormous  amount  of  additional  and  unusual 
work.  In  addition  to  this  your  good  men  have  gone  and  their 
places  have  been  supplied  by  inexperienced  and  inefficient 
substitutes. 

When,  therefore,  it  is  said  in  the  future  that  the  accounting 
work  cost  more  under  government  than  under  private  opera- 
tion, and  when  the  operating  accounts  of  carriers  are  referred 
to  in  evidence  of  that  fact,  I  desire  you  to  clearly  remember 
and  make  plain  to  other  people  that  this  was  due  to  the 
peculiar  conditions  under  which  this  operation  by  the  govern- 
ment has  been  conducted.  Whatever  might  be  true  in  other 
branches  of  railroad  operation,  it  is  certainly  true  that  a  unified 
ownership  and  operation  of  our  railroads  by  the  government 
would  result  in  a  saving  of  millions  of  dollars  of  expense  upon 
the  accounting  side  and  that,  after  all  possible  allowance  has 
been  made  for  the  inefficiency  of  government  labor,  if  there 
be  such  inefficiency. 

There  is  another  particular  in  which  I  think  government 
operation  ought  to  help  and  that  is  in  limiting  the  statistical 
information  of  various  kinds  which  railroads  are  required  to 
furnish.  Very  few  people  understand  the  burden  under  which 
the  accountant  rests  owing  to  the  demands  upon  him  for  the 
making  of  reports  and  furnishing  of  statements  of  various 
kinds. 

There  is  first  the  national  government  which  asks  certain 
information  mainly  in  reference  to  taxation.  Then  comes  the 
state,  which  wants  the  same  information,  more  difficult  to  fur- 
nish because  you  must  stop  at  the  state  line.  There  is  the 
I.  C.  C.  with  its  manifold  requirements,  and  the  State  Com- 
mission, whose  requirements  are  those  of  the  I.  C.  C,  raised 
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to  the  third  degree.  There  are  requests  from  the  Department 
of  Agriculture,  from  the  Geological  Survey,  from  the  Army, 
from  the  Navy,  from  the  Government  departments  and  bu- 
reaus that  I  never  heard  of  until  I  became  Director  of  Ac- 
counting. 

Commercial  bodies  and  private  publications  are  all  wanting 
something.  You  cannot  try  a  rate  case  without  compiling  an 
interminable  mass  of  figures.  No  one  of  these  items  by  itself 
would  amount  to  much,  but  taken  together  they  smother  the 
accountant  as  did  the  ashes  of  Vesuvius  the  inhabitants  of 
stricken  Pompeii. 

Much  of  all  this  is  absolutely  essential.  These  railroads  could 
not  be  properly  operated  without  it.  The  commissions,  na- 
tional and  state,  could  not  discharge  their  functions  without  it. 
The  public  would  not  be  properly  informed  without  it,  but 
nevertheless  probably  one-half  of  all  this  effort  is  absolute 
waste  and  some  way  ought  to  be  devised  by  which  to  separate 
what  is  proper  and  necessary  from  what  is  useless.  I  had  an 
ambition  to  attempt  this  myself  and  the  Director  General 
issued  an  order  that  no  information  should  be  furnished  except 
upon  my  approval.  The  state  commissions  were  exceedingly 
accommodating  and  so  were  the  different  departments  of  gov- 
ernment but  after  all  very  little  has  been  accomplished.  The 
trouble  is,  gentlemen,  that  there  is  no  coordination  and  co- 
operation. Everyone  is  undertaking  to  accomplish  some  spe- 
cific thing  in  his  own  way.  In  order  to  stop  this  accounting 
waste  it  is  necessary  that  some  central  authority  shall  have 
power  to  determine  what  information  shall  be  kept,  how  it 
shall  be  kept,  to  whom  and  how  it  shall  be  furnished.  Exami- 
nation which  I  have  made  leads  me  to  believe  that  in  no  other 
country  is  one-half  the  expense  incurred  in  the  keeping  of 
railroad  statistics  as  in  our  own  land.  It  has  seemed  to  me 
that  under  government  ownership  this  might  be  in  a  measure 
corrected.  Under  private  ownership  the  evil  could  perhaps  be 
mitigated  if  the  Interstate  Commerce  Commission  were  vested 
with  the  necessary  authority. 

Now,  gentlemen,  there  is  just  one  other  thought  and  then  I 
shall  relieve  you.  When  I  first  became  connected  with  rail- 
foad  affairs,  there  was  a  very  lamentable  want  of  cooperation 
between  the  different  departments.  The  operating  department 
was  charged  with  the  operation,  and  it  operated  the  roads 
without  much  reference  to  the  cost  of  particular  pieces  of 
operation.  The  traffic  department  was  supposed  to  get  busi- 
ness, and  got  it  without  much  reference  to  whether  that  busi- 
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ness  paid  after  it  was  gotten  or  not.  The  accountant  was 
supposed  to  keep  his  accounts,  and  in  those  days  (that  was  a 
quarter  of  a  century  ago)  the  railroad  accountant  was  valuable 
in  proportion  as  he  could  devise  ways  to  manipulate  the  finan- 
cial returns  of  his  company  and  cover  up  the  rebates.  I  am 
happy  to  say  that  has  gone  by.  Today  every  item  of  operating 
expense  is  scrutinized  with  the  greatest  care.  Today  you  are 
beginning  to  ask  whether  this  kind  of  traffic  pays.  Today  you 
are  inquiring  what  is  your  terminal  expense  and  what  is  your 
line  expense  and  all  that. 

Now,  gentlemen,  in  this  work,  the  accountant  plays,  or 
ought  to  play,  a  very  important  part.  It  is  his  duty  to  fur- 
nish to  his  chief  executive,  where  all  this  is  coordinated,  the 
figures  which  that  chief  executive  needs,  and  to  devise  ways 
in  which  those  figures  can  be  supplied.  To  merely  keep  a 
record  of  the  accounts  of  a  railroad  in  a  routine  manner  in- 
volves no  high  order  of  ability,  but  to  read  the  lessons  which 
those  figures  teach,  to  assemble  those  figures  in  a  way  in  which 
they  will  teach  that  lesson  to  other  people  does  require  ability 
of  a  very  high  order ;  and  that  is  the  real  function  of  the 
auditor.  The  auditor,  or  the  comptroller,  should  stand 
shoulder  to  shoulder  with  the  traffic  man  and  the  operating 
man.  He  should  put  his  finger  upon  the  sore  spot  and  the 
auditor  who  can  do  that  will  earn  his  money  and  receive  more 
money. 

I  urge  all  of  you  gentlemen  to  give  your  attention  to  the 
higher  planes  of  accounting  service  as  well  as  to  the  routine 
work.  I  doubt  if  there  is  any  department  in  railroad  operation 
which  admits  of  greater  improvement  today  than  the  account- 
ing department,  although  very  much  has  already  been  accom- 
plished ;  and  the  work  of  this  association  is  very  largely  to 
improve  accounting  methods. 

My  connection,  gentlemen,  with  your  accountants  has  been 
uniformly  pleasant.  The  men  whom  I  have  personally  known 
have  been  men  of  ability.  They  have  understood  not  only  the 
figures,  but  also  the  properties  to  which  those  figures  applied. 
They  have  uniformly  treated  me,  a  stranger  and  a  neophyte, 
with  the  most  helpful  courtsey.  This  is  the  last  time  that  I 
shall  be  privileged  to  meet  you  in  this  capacity,  but  I  wish  to 
assure  all  of  you  that  I  shall  remember  as  long  as  I  remember 
anything  the  two  years  which  it  was  my  privilege  to  spend  as 
your  associate.  (Applause.) 

MR.  FRANK  NAY:  There  is  one  statement  that  Director 
Prouty  has  made  that  I  am  going  to  take  issue  with  right  now. 
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He  anticipates  that  this  is  the  last  time  that  he  will  appear 
before  us  to  address  us.  I  trust  that  he  may  appear  before 
us  each  year.  The  next  thing  I  want  to  say  is  that  Brother 
Bailey,  who  is  sitting  here  by  me,  is  the  man  who  ought  to  be 
doing  what  I  am  doing  because  the  Sante  Fe  was  directly  ad- 
vertised in  Director  Prouty's  speech,  but  I  am  showing  my 
good  nature  by  jumping  up  ahead  of  Brother  Bailey,  although 
nothing  was  said  about  the  Rock  Island.  Director  Prouty 
stated  that  he  was  first  in  contact  with  the  traffic  men,  then 
the  presidents,  and  then  the  engineers,  and  finally  the  account- 
ants. We  have  always  known  him  to  be  acute,  he  has  always 
possessed  those  qualities,  and  I  want  to  say  that  in  my  associa- 
tion with  Director  Prouty  he  has  been  the  premier  in  honesty, 
the  quality  which  he  had  attributed  to  accountants,  and  we  can 
all  take  off  our  hats  to  him  in  that  respect.  Director  Prouty 
has  not  always  agreed  with  us,  but  Director  Prouty  has  always 
been  honest.  I  noted  with  a  great  deal  of  pleasure  the  sym- 
pathy which  Director  Prouty  exhibits  for  the  accountants  and 
which  no  doubt  has  been  emphasized  by  his  experience  in  his 
position  of  Director  of  Accounting.  He  appreciates  the  bur- 
dens that  have  been  put  on  the  accounting  officers  in  the  last 
ten  or  fifteen  years,  especially  as  he  points  out  that  no  rate  case 
goes  into  court  unless  some  of  us  fellows  have  spent  a  lot  of 
time — including  overtime,  at  nights,  Sundays  or  early  in  the 
morning  or  Saturday  afternoons,  all  over  and  above  the  day's 
work — in  preparing  figures  and  studying  the  effect  those  fig- 
ures will  have  on  the  matter  to  be  presented.  And  just  there 
I  want  to  pause  again  and  commend  Director  Prouty  because 
he  has  spoken  of  a  thing  that  has  been  often  presented  to  him 
and  sometimes  by  myself  as  a  witness  before  Director  Prouty. 
I  doubted  if  this  testimony  had  made  much  of  an  impression, 
but  Director  Prouty  says  that  rates  should  be  increased  be- 
cause of  the  increased  cost  of  labor  and  material.  A  lot  of  us 
have  been  telling  him  that  for  some  fifteen  or  twenty  years. 
It  is  true,  and  I  think  that  in  1918  the  rates  should  have  been 
increased  fifty  per  cent  right  off  the  bat  instead  of  twenty-five 
per  cent. 

I  did  not  get  up  to  make  a  speech.  I  got  up  to  offer  a 
resolution  of  hearty  thanks  to  Director  Prouty  for  appearing 
before  us  and  for  his  most  excellent  address. 

MR.  W.  E.  BAILEY :  There  are  many  of  us  here  who  have 
had  the  pleasure  of  associating  with  Director  Prouty  for  many 
years.  He  is  an  outspoken  man.  He  has  always  spoken 
friendly  of  accounting  men.    I  am  only  too  glad  to  second 
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Mr.  Nay's  suggestion  that  we  give  him  a  rousing  vote  of 
thanks. 

CHAIRMAN :  Gentlemen,  you  have  heard  the  motion,  that 
a  vote  of  thanks  be  given  to  Judge  Prouty  for  the  excellent 
address  he  has  given  to  us  here  today.  All  that  are  in  favor 
of  this  motion  will  please  rise. 

[Motion  is  unanimously  carried.] 


